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ECONOMIT HEADING DOWNHILL FAST 



5. (U) WITH A BUDGET DEFICIT CURRENTLY ESTIMATED AT 6.7 
PERCENT OF GDP, AND A GROWTH RATE OF NEGATIVE 7.1 PERCENT 
FOR THE FIRST HALF OF 2002, THE VENEZUELAN ECONOMY IS IN 
SERIOUS CRISIS. UNEMPLOYMENT HAS REACHED 16 PERCENT, 
NEARLY 60 PERCENT OF VENEZUELANS LIVE AT OR BELOW THE 
POVERTY LINE, AND INFLATION IS EXPECTED TO SURPASS 30 
PERCENT BY YEAR'S END. THE BOLIVAR IS RAPIDLY LOSING 
VALUE. THE BUSINESS ELITE LOATHES CHAVEZ, AND IS CONVINCED 
HE WOULD INSTALL A CUBAN-STYLE MARXIST DICTATORSHIP IF HE 
COULD. FOR HIS PART, CHAVEZ ASSERTS THAT VENEZUELAN 
BUSINESS 'S LACK OF INVESTMENT IN THE COUNTRY AND CONSTANT 
BAD-MOUTHING OF HIM AMOUNTS TO PROVOKING A RECESSION AND IS 
THUS IN EFFECT AN "ECONOMIC COUP D'ETAT." THE ECONOMY'S 
POOR PERFORMANCE AND THE SURROUNDING POLITICAL NOISE HAVE 
HURT THE GOV IN INTERNATIONAL BOND MARKETS. FINANCE 
MINISTER NOBREGA IS PLANNING A "ROAD SHOW" TRIP TO THE U.S. 
ON THE WEEK OF SEPTEMBER 16, WHERE HE WILL FACE A HARD 
SELL, DESPITE OFFERING HIGH INTEREST RATES. 



6, (C) 



/to gain REVENUE THE 

VALUE-ADDED TAX HAS BEEN INCRE ASED, AND A TAX ON BANK 
TRANSACTIONS HAS BEEN IMPOSED. | 
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OIL AND OPEC 



7. (C) OIL ACCOUNTS FOR ABOUT 80 PERCENT OF VENEZUELA'S 
EXPORT EARNINGS, 40 PERCENT OF GOVERNME NT REVENUES AND 25 
PERCENT OR MOSE OF THE COUNTRY'S GDP. I 



I CHAVEZ HAS RECENTLY REITERATED THE IMPORTANCE OF 

OPEC SOLIDARITY IN MAINTAINING OIL PRICES. FOLLOWING 
UNREST IN PDVSA IN MARCH AND APRIL, CHAVEZ APPOINTED THEN 
OPEC SECRETARY GENERAL ALI RODRIGUEZ TO BE PDVSA PRESIDENT. 
ALTHOUGH RODRIGUEZ OPPOSED VENEZUELA'S PARTIAL OPENING OF 
THE PETROLEUM SECTOR TO THE PRIVATE SECTOR IN THE 1990' S, 
HIS APPOINTMENT WAS WELCOMED BECAUSE OF THE STABILITY IT 
BROUGHT TO THE COMPANY. ENERGY MINISTER RAFAEL RAMIREZ, 
ALSO NEW TO HIS POSITION, WILL DEPART FOR HIS FIRST OPEC 
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MEETING TWO DAYS AFTER YOUR MEETING. 



HYDROCARBONS LAW 



8. (C) A HYDROCARBONS LAW WAS PASSED IN NOVEMBER 2001. 
IT INCREASED ROYALTY RATES ON NEW OIL PRODUCTION FROM 16.7 
PERCENT TO 30 PERCENT (20 PERCENT IN SOME CIRCUMSTANCES) . 
IT ALSO MANDATED THAT PDVSA HAVE AT LEAS T A 50 PERCENT 
SHARE IN FUTURE JOINT VENTURE PROJECTS. 
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